
Q2 2015 FPA New Income Conference Call  
 
 
 

 
 

-1- 
 

 

Ryan: Good afternoon, and thank you for joining us today. We would like to 

welcome you to FPA New Income’s second quarter 2015 webcast. My 

name is Ryan Leggio, and I’m a Senior Vice President here at FPA. 

  The audio, transcript, and visual replay of today’s webcast will be 

made available on our website, fpafunds.com. 

  In just a moment you will hear from Portfolio Manager Tom 

Atteberry and members of the investment team of FPA’s Absolute Fixed 

Income Strategy, which includes FPA New Income Incorporated, as they 

discuss the Fund, its performance, and their views on the fixed income 

market and the economy. 

  At this time, I would like to turn over the call to Tom Atteberry, a 

partner at FPA who joined the firm in 1997. Tom has been a manager of 

FPA Absolute Fixed Income separate accounts since 2002 and co-

manager of FPA New Income since 2004 and sole portfolio manager since 

2010. Over to you, Tom. 

Tom: Thank you, Ryan. Good afternoon to everybody. Let’s start off and just 

sort of ground everyone exactly with how we view fixed income investing. 

So the first thing look at our philosophy. We believe investors can achieve 

a consistent absolute and real return through uncompromising risk 

management with discipline portfolio construction and resourceful security 
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selection. And we will only invest when we believe returns adequately 

compensate investors for risk. 

  So from that standpoint, how do we implement that philosophy? 

And many of you have seen this before, but I think it’s always worth sort of 

refreshing our memories. The first thing is we have two objectives we’re 

trying to seek. The first one is a positive absolute return on a rolling 12-

month period, and the second one… we’re seeking to get real returns that 

are basically CPI plus 100 basis points over a rolling five-year period. 

  We have some very strict investment restrictions that control risk 

within the portfolio. Seventy-five percent of these assets at a minimum are 

going to be double-A rated and higher. We don’t use options. We don’t 

use futures. We don’t short. We don’t use leverage. We control 

investments that could be into securities that have a… of higher volatility. 

So there’s only 15% that might be in the interest-only, a principal-only, a 

Z-bond or an inverse floater. And then finally one of the other important 

ones is foreign—whether they are denominated in dollars or not—is 

restricted to about 25% of the portfolio. 

  Greece and Puerto Rico have sort of been heavily in the news in 

the second quarter. I thought we’d spend a few minutes to go through why 

they got where they are—sort of give you a framework of how you can 
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evaluate some other countries that might be in some be in some financial 

difficulties as well. And really when you look through this, you’ll find out 

that some of the similarities… there’s some basic similarities between, 

what’s going on in Greece, what’s going on in Puerto Rico, between both 

of them, but also when you look at the individual or a corporate entity as 

well. 

  And the last one is… I mean, these are having impacts on the 

marketplace, and I think the first place to see that is just to look at the size 

of what we’re speaking about here or the potential defaults that are out 

there. If Puerto Rico is to default, it would be the third largest sovereign 

default in recent history. It would be larger than Russia in 1998. And then 

Greece has been the largest. That does include, by the way, where they 

sort of came back in and did some debt exchanges, but that meant some 

people didn’t get paid. So when you hear about it’s not they’re small or 

they’re insignificant. When you look within the realm of sovereign defaults, 

these are fairly significant events that potentially could occur. 

  So how do you look at Greece, and what sort of got them in the 

position that they’re in the graph you’ve got is looking at a blue line, which 

is their real GDP in billions of euros. Lo and behold, after about 2008 

when the economy turned down globally, their GDP as turned down has 
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not recovered. It continues to decline. But at the same time, looking at the 

orange line, their debt… their government debt started to accelerate. You 

see that one job down? That’s where they had a debt exchange, but it 

doesn’t seem to have helped them very much. They’re now in the position 

of trying to work themselves out of this. And what is the cause that 

finally… the catalyst that finally got them to the table where they had to do 

something? And this is the look on this page. You’re just looking at debt 

maturities—just sort of that maturity wall that they have to deal with. Got 

roughly €27 billion that they have to do something with in 2015, of which 

they don’t have the cash to do it with. 

  Now without getting into a lot of detail, they pretty much for owe 

three people. They owe themselves—they got some treasury bills they 

need to roll; the IMF, sort of the world people that lend money to them; 

and Europe. And they don’t have the cash to pay any of them. So they’re 

now left with what they’re looking at trying to do, and they’ve reached this 

wall of maturity that they can’t go out into the marketplace and borrow 

money… is they’re now asking those three players to lend them the 

money so they can pay them back the money. Some people call that a 

Ponzi scheme. But that’s what you’re now in the middle of when you’re 
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looking at Greece and the discussions that you see going on. They’ve 

gotten a reprieve for now, but they still haven’t solved this problem. 

  So what’s it look like for Puerto Rico? Slightly different way of 

looking at it, but I thought this told the story very well. This is looking at 

debt per capita of all 50 states in Puerto Rico. In Puerto Rico, the dept per 

capita is a little over $15,630. I kind of picked two that have been I trouble 

in the last five or so years—Illinois and California. Illinois’s got about 

$2,600, almost $2,700 of debt per capita, and California’s at $2,400. So 

you look at a Puerto Rico, it’s roughly six times the debt per capita of two 

more difficult states have had—Illinois and California. And it’s almost three 

times larger than Connecticut, which is at number 2. So they have a 

tremendous amount of debt. Have a similar problem. GDP growth peaked 

at about 2005 has consistently declined since then while their debt has 

continued to go up. The other thing that they’re facing in here is their 

population has continued to move away as it tries to find employment 

somewhere else. And just like Greece, they have a maturity wall they’ve 

got to deal with. And over the six months, they need to come up with 

about $3.4 billion to play interest and principal payments. I’m not going to 

go through who all owes all this stuff; it really doesn’t make that much 

difference. The main point is you look at July, it’s a little over 1.8 billion 
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that they need to come up with the money. As with Greece, it appears that 

they don’t have it. They’re trying to find some way to either borrow it or get 

some relief. 

  So in both of these cases, there’s a couple other similarities. (1) 

They don’t have their own currency; their currency’s tied to somebody 

else—whether it’s Puerto Rico’s and the dollars, or it’s the Euro for 

Greece. So they can’t devalue their currency to try to get out of the mess 

they got into. Russia could, and Argentina did. In Puerto Rico’s case, they 

have some legal problems. It’s difficult for them to go through bankruptcy. 

In Greece’s position, I guess they could default, but there seems to be 

some other reasons at hand to where they’re not, which leads you to 

something that’s sort of interesting with them, which is the fact that both of 

these cases, if they can’t reduce their debt, the ability to get out of the 

problem they’re in and grow their economies is going to be extremely 

difficult because the debt’s just strangling them. Their true solution is they 

do need to default—no different than the subprime housing lender needed 

to default. And we needed to rearrange those debts as well. But that 

doesn’t seem to be currently an avenue for either of these. So when you 

look at this, you realize that both of these could drag on for a period of 
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time as they sort of kick the can down the road and hope things will 

improve. 

  We look at both of these and realize that, okay, there are situations 

and problems in the marketplace that could give us opportunities as either 

the market just has an upheaval—something else unrelated looks more 

attractive—or maybe it ends up being something attractive in both of those 

places that we could find to buy at albeit the right price. But we realize that 

they’re probably going to continue to be one of those catalysts for volatility 

the market will be something like a Puerto Rico Greece. You could 

Venezuela in there; you could throw the Ukraine in there. They’re both 

also in tough situations. 

  So shifting gears in here, we’re going to spend a minute looking at 

the labor market in the U.S. and some things that we’ve seen in the last 

quarter that sort of brought to our attention that says, okay, something 

might be changing in the labor market in the United States and changing 

to maybe a more positive sense. And first one is a graph that looks at the 

number of people who have declared themselves as unemployed—so 

they’re getting unemployment insurance payments—per number of job 

openings. So in 2009 during the recession, as you would expect, there 

was about six people who were unemployed for every job opening that 
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there is out there, and now you’re down to less than two—somewhere 

around one, 1.5. Now keep in mind when it says “number of unemployed 

workers,” that does not include anybody who’s exited the work force. 

They’ve declared to you that they’re unemployed; they’re getting benefits. 

That’s where this number comes from. 

  This next slide sort of expands upon that. And so what if we include 

all the people who aren’t in the labor force but would want a job now if 

they could get one, plus the total number of people who are unemployed, 

divided by the total number of job openings that are out there? And that 

number is back to a little less than three. The dotted line represents the 

pre-crisis level. We’re back to the levels that we saw in 2006 and 2007 

when you do this kind of analysis. So we look at this and realize, to those 

who are wanting a job and are out there actively looking to some degree, 

that that portion of the marketplace is tightening up. 

  And how is that starting to manifest itself and may that increase 

over time? This graph that we’re looking at now comes from the Federal 

Reserve Bank of Atlanta. And it’s a little different look at wage growth and 

how wage growth is calculated. Here on the survey we’ve only highlighted 

here the overall. They break it down by prime age, which is 25 to basically 

54, the service sector, male, female, full-time, and people with college 
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degrees. We’re just looking at the overall. And what it does is it said, okay, 

if you had a job in May of 2014 and you had that job in May 2015, what’s 

the change in your wages? And they sort of smooth that out a little bit by 

doing a three-month moving average for that. So the last element in here 

says, when you look at those people—you had a job last year; you got that 

job this year—looks like overall your wages are up about 3.3%. Now we 

look at this and don’t so much look at the 3.3 or is it 3.4 or some other 

number, but just look at the trend that the line is showing us. And when we 

look at 2012, 2013, 2014, eh, it just sort of bounced around between two 

and 2.5; didn’t really get anywhere. But as we got into 2014, especially in 

the second half of 2014, it starts to accelerate. No different than when you 

look at the previous pages that number of people looking for a job for the 

number of jobs that are out there, that ratio is declining as well. 

  So we look at this as an indication that we have a potential to look 

at wage increases start to tick up. If wage increases start to tick up, then 

you could say, okay, does that get the Fed to finally sort of decide that, 

okay, we’re going to start moving off of a zero interest rate policy and get 

in to something where the fed funds rate goes higher. It could also mean 

that you could have a slightly better economy or at least something that 

looks a little better than we’ve had in the past. So when we look… this is 
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some things that we wanted to share on the labor side because it’s not 

something that necessarily we’ve seen from sort of the mainstream 

economic side. 

  So looking at that as a potential push to better activity and maybe a 

push to the Fed changing its policy, thought we’d revisit liquidity issues in 

the marketplace again because we continue to look at this as one of the 

potentially really large problems that the marketplace can have going 

forward. So the first thing I wanted to start with here is… this is from an 

appearance that Fed governor handed to the Council on Foreign Relations 

on the 25th of June, so a fairly recent one when Trujillo goes to the… 

makes these comments. And I draw your attention to the things in blue. 

They’re talking about financial stability overall, asking about it, and so he 

gives this set of comments back. “There does seem to be something 

different in the bond markets right now,” the official says. “Something does 

seem to have changed in terms of things like the ability of market 

participants to easily execute a large trade,” he said. “As it now stands, I 

don’t think there is a this point a very precise or convincing explanation of 

exactly what is happening.” He does say that it could be tied to regulatory 

changes, could be high-frequency trading. 
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  We think that there might be something else he might want to look 

at. Not saying this is, but maybe this is part of the explanation. This is the 

holdings of Treasuries at the Federal Reserve Bank, of which he is a 

governor of and on the Federal Open Market Committee. 2009 it was less 

than $1 trillion. It’s now over $4 trillion. That’s sort of a nice 4x move in a 

short period of time. This is quantitative easing and what its result is. Now 

I’ve picked on him pretty hard about, gee, maybe you should look here at 

what you’re doing. But I am going to defend him in this standpoint. He was 

put on the Federal Reserve Board because he’s an expert in financial 

regulatory matters, banking law, and his education is basically a lawyer. 

He’s not a finance expert; he’s not an economist. So this may be away 

from his area of expertise. That being said, he does know the regulatory 

world, and maybe that’s evidence that maybe that’s part of it as well, and 

this is what this graph starts to look at in a slight different fashion. 

  So we look at this, and you look at the primary dealer inventory of 

corporate bonds, which is the dotted line in blue. And you realize it’s about 

20% of what it was in 2007, okay? They’re holding less inventory. Might 

be a problem; might not be a problem. However the amount of outstanding 

corporate bonds has almost doubled over the same period of time. So 

when you look at the regulatory impact, less inventory. When you look at 



Q2 2015 FPA New Income Conference Call  
 
 
 

 
 

-12- 
 

 

the QE impact, lower rates, attractive borrowing rates for corporations 

especially on the investment-grade side, more issuance. So back to 

evidence that maybe he might want to look at some of the policies for the 

organization he works for. 

  One of the things we talked about as the prelude to this graph… 

we’ve talked about periodically is, when Chairman Bernanke entered in 

2010 in November into quantitative easing, one of his things that he 

wanted to do… said its objective was to get people out of the riskless 

assets and get them into risky assets, get asset prices to go up so people 

would feel wealthier and go spend more money, and we’d have this 

virtuous cycle. And what you have on this graph is you had a ten-year 

yield in red, which is inverted and is running off the left-hand scale, and 

you have in the black line household holdings of corporate bonds as a 

share of all outstanding corporate bonds. Now when we look at what those 

holdings are, they’re defined as household direct holdings, the ownership 

of ETFs, and the ownership of mutual funds. And from 2008 forward, 

households have doubled from 15% of the corporate market to 30. So 

Bernanke was correct: if I could get the risky assets to look attractive 

versus the riskless assets, I get you to go buy them. People went and 
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bought them, and they bought them in a period of time when we’ve 

doubled the number of them that are outstanding. 

  And then finally on looking at sort of liquidity issues, this next graph 

goes through… it’s a little complex, so think of it this way. You’ve got this 

MOVE Index, which is a Merrill Lynch Options Volatility Estimate of the 

implied volatility for the Treasury market. And then what you do is you take 

the primary dealers’ number of transactions in billions of dollars and you 

divide it by that MOVE Index. So if you look at this and you realize, well, 

the higher the transaction dollar amount needed to move that index, the 

more liquid the marketplace is. The fewer trades you have to make in 

order to get the MOVE Index to change, the less liquid it is. And lo and 

behold, you look at those low liquidity instances, and they start to appear 

more and more and more often. 

  So we look at this and still are convinced that, between quantitative 

easing and regulatory changes, those are primary contributors to volatility 

increasing the market, less liquidity in the marketplace. Maybe the Fed 

governor should look more inward and more introspective to what they’re 

doing instead of just going out and trying to blame high-frequency trading 

for this activity. 
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  Carrying it further, I’m going to spend a couple of minutes looking at 

the credit markets and comparing the credit markets today to a couple of 

the… some earlier ones. And what the first set of graphs here looks at is 

its drawdown. So it’s a basis point change upward over a 90-day period in 

a high-grade corporate index. And we’re looking at periods of time where 

we’re the same period of in the credit cycle—whether it was ’96 to ’99 at 

the top of the page; the lower left-hand side, ’03 to ’08; or the current 

cycle, 2010 to 2015. And when you look at the ’96 to ’98 or you look at the 

‘3 to ’07, you only really see two spikes each where you’ve got this 

volatility where you had this big drawdown of some sort where prices went 

down, spread when up. Yet when you look at 2010 to 2015 in the 

investment-grade space, there’s seven spikes—not necessarily as large, 

but there’s more frequent. 

  Carrying forth and taking that same analysis and looking at the 

high-yield market, we’re just here comparing ’03 to ’07 versus 2010 to 

2015. The spikes ’03 to ’07, eh, there’s about four of them. Now we have 

eight of them. What we also noticed when you look through some of the 

spikes… you realize the previous credits cycles the spikes were fewer but 

higher. Now you’re having more of these sort of spikes or run-ups in 
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spreads. They’re more often, but they’re not as large. But then happening 

more often. 

  So how has this sort of impacted the portfolio and how we’ve 

managed and what we’re doing? And on page… this page here, we’re 

looking at what we call the investable alternative, and Ryan’s going to 

speak more to detail that we’ve talked about in the previous quarter. He’s 

going to speak more at the end about that. Again it’s sort of, okay, you 

could buy the FPA New Income Fund or what would be sort of a 

investable alternative in a sort of index sort of function, which would look 

like something like the Barclays 1–3 Year Index, which is the green line, 

and we’re the blue line. Those lines are the cumulative. You see the bars 

representing the monthly returns. Over the whole period of time of January 

of 2013 through June, we’ve had seven down months; the Index has had 

ten. Interestingly, of our seven, four of them happened in basically April, 

My, June, and July. I’m sorry, May, June, July, and August of 2013. Since 

then we’ve only had three. But since then the Index has had seven. So the 

first thing we’ve done is we’ve had fewer negative draw-downs. We’ve 

tended to be less volatile, but at the same time we’ve on a cumulative 

basis had a better return than this investable alternative. 
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  And how we’ve accomplished that—we’ve shown this graph several 

times—is having this portfolio set up to where, through calls, principal 

amortization, and maturities, we just continually get back our principal to 

reinvest at the most appropriate place. And this looks at… between now 

and the end of the year, we’re going to get about 19% back. You could 

probably take about 10% of that off because it represents the cash we 

have in the Fund. And then you look in 2016, about a third, a little over a 

third of this portfolio will come back to us; and then 2017, about 21%. So 

we periodically have this come back to us. It enables us to look at the 

marketplace and take advantage of things such as the volatility the market 

may exhibit because there’s a problem in Greece and there’s a problem in 

Puerto Rico or some other place. 

  And to give you a sense of how that happened in the second 

quarter… We used this in the first quarter as well. And in the first quarter 

when this graph was presented, the 2016 period, 22% of the portfolio 

would have come back to us. Now it’s 36. And if we looked at 2017, it was 

15% of the portfolio would come back to us; now it’s 21. 

  Abhi will spend some time later on going through things that’s gone 

on in the portfolio and sort of how they manifest… what they did and how 

they then showed up in this sort of cash flow graph. And he’s also going to 
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speak to sort of a little more detail on the investment-grade marketplace 

as it relates to corporate. So at this point, I’m going to turn it over to Abhi 

Patwardhan, who’s the Director of Research. 

Abhi: Thank you, Tom. As we’ve discussed several times in the past, our 

investment process has us scouring the bond universe looking for 

attractive investment ideas regardless of the type of bond. Now in 

retrospect, we realize that we haven’t invested much in the investment-

grade corporate bond market, and so we decided to investigate why. And 

we thought it would be helpful to share some of the research that should 

highlight why we generally don’t like investment-grade corporate bonds 

and perhaps also serve as a warning to our shareholders who may have 

this exposure elsewhere in their portfolios. 

  So on this slide in front of you there’s a chart on the left-hand side, 

which shows the profit margins for investment-grade corporations. Two 

things stand out on this chart. First, profit margins had increased 

meaningfully over the past several years from about 22% in 2000 to 

around 29% in 2012. The popular narrative is that much of this increase, 

particularly since the financial crisis, has been driven by cost cutting. 

Since 2012 however, profit margins have been relatively flat. With cost 

cuts potentially exhausted, profit margin growth has to come from revenue 
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growth, but the flat profit margins over the past couple years suggests that 

revenue growth has been challenging. 

  At the same time, outstanding debt for these companies has 

increased significantly. The chart on the right shows outstanding gross 

debt for investment-grade companies, which has increased by almost 40% 

since 2008. As a side note, many investors like to point to net debt and 

say that the outstanding debt is not as concerning. However we would 

counter that (a) investment-grade bonds typically don’t have constraints 

on what companies can do with that cash, and (b) that cash may be 

overseas and potentially not available to bondholders. 

  In summary, we don’t think net debt is the right metric because that 

cash doesn’t necessarily inure to the benefit of bondholders. 

  To highlight how cash on balance sheet can bypass debt holders, 

the left-hand side chart on this next slide shows that investment-grade 

companies have been distributing an increasing amount of cash to 

shareholders via share buybacks and dividends. To put these mounts in 

perspective, the chart on the right shows the cash distributed to 

shareholders as a percentage of EBITDA. This ratio has now surpassed 

the peak established before the financial crisis. Issuing debt and 
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distributing cash to shareholders is bad for bondholders. The implication 

for all this debt issuance is that leverage has increased. 

  This next chart shows gross leverage measured as a multiple of 

last 12 months EBITDA. Leverage has now increased about 20% since 

the financial crisis and about 40% since before the crisis. But there’s an 

important devil lurking in the details. The left-hand portion of the chart on 

this next slide breaks down the overall leverage into leverage buckets and 

compares these leverage categories for 2006 investment-grade corporate 

bonds and 2015 investment-grade corporate bonds. For example in 2006, 

30% of investment-grade companies had leveraged less than one times 

EBITDA, as shown on the left-hand side, while in 2015 only 6% of 

investment-grade companies have leveraged less than one times 

EBITDA. Borrowers with leverage of 2–3 times EBITDA now represent a 

third of the investment-grade corporate bond market, up from 19% in 

2006, and borrowers with leverage of 3–4 times EBITDA now represent 

16% of the market, up from 9% in 2006. The overall increase in leverage 

masks the increasing skew towards higher leverage shown on this chart, 

and thus also masks the increasing credit risk. 

  Also troubling to us is the right-hand chart, which shows the interest 

coverage ratio for investment-grade borrowers. Interest coverage ratios 
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have decreased despite higher profit margins and despite historically low 

interest rates. What will happen if it and when interest rates rise? Our 

expectation is that these interest coverage ratios will decrease further, and 

these investment-grade borrowers will not look as healthy. 

  All these negative trends regarding leverage have been happening 

while yields on investment-grade corporate bonds are historically low. As 

such, we don’t think investors are being rewarded for credit risk in the 

market, let alone for duration risk. 

  We’ll now turn to a review of the portfolio. From the first quarter to 

the second quarter of this year, holdings of residential mortgage-backed 

securities decreased by three percentage points, and our asset-backed 

holdings increased by six percentage points. And you can see that 

represented by the slices in these two pie charts, which represent our 

sector holdings as of the first quarter and second quarter this year. We’ll 

provide more detail on those changes in a moment. 

  The exposure to corporate bonds and bank debt decreased by 

three percentage points, which we’ll also discuss in more detail. The 

commercial mortgage-backed securities holdings decreased by one 

percentage point. And finally, as we’ve noted in the past, our U.S. 

government bonds are Treasuries with a maturity of less than 13 months. 
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So those are really cash equivalents. When you think about our cash 

exposure, combine the cash and Treasuries. When you do that, you’ll see 

that our cash exposure decreased by one percentage point from 13% to 

12% of the portfolio. 

  The next slide provides detail on the maturity, yield, and duration of 

our sector holdings. At the bottom of the table, the overall result is that the 

portfolio had a yield-to-worst as of June 30th, 2015 of 2.26% and an 

effective duration of 1.40… sorry, an effective duration of 1.44. This 

compares to a yield-to-worst of 2.32% and an effective duration of 1.40 as 

of March 31st, 2015. The yield-to-worst is about six basis points lower, 

and the duration is 0.04 higher. The reason is that during the second 

quarter we were able to increase the yield and duration of our high-quality 

holdings—that is, bonds rated double-A and higher. But our credit 

exposure, which has a higher yield decreased due to exits from a few 

positions. So the overall result is that the yield is a bit lower. The next 

couple of slides will provide more detail. 

  In our high-quality holdings—again those are bonds rated double-A 

and higher—we took advantage of a bit of volatility during the quarter, 

which accompanied a European sovereign bond selloff to buy bonds at 

more attractive levels. To start, as shown in the first table, we sold asset-
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backed auto bonds and agency residential mortgage-backed securities 

that did not offer much yield. We sold 3.8 percentage points worth of auto 

bonds at a weighted average yield of 0.4% and 5.7% percentage points 

worth of agency CMOs at a weighted average yield of 93 basis points. In 

total we sold about 9.5 percentage points worth of holdings at a weight 

average yield of 72 basis points. 

  We then took those proceeds plus cash from amortization and 

maturities of our holdings and purchased approximately 16.5 percentage 

points worth of asset-0backed bonds and residential mortgage-backed 

bonds as a weighted average yield of 1.47%. And the bottom table 

provides more detail. The largest component was auto ABS bonds that 

had an average yield of 1.4%. The second largest component was 

equipment ABS bonds, with an average yield of 1.1%. The third largest 

component was non-agency residential mortgage-backed bonds with a 

yield of 2.7%. And then lastly we bought some non-agency commercial 

mortgage-backed securities with a yield of 1.3% and credit card bonds 

with a yield of 1.1%. The net result was that, including cash at a 0% yield, 

we increased the overall yield on our high-quality holdings from 1.4% as of 

the first quarter to 1.6% as of the second quarter. 
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  On the credit side of the portfolio—bonds rated single-A or lower—

are exposure decreased due to exists from positions. Three investments 

were called. Zayo Group was a yield-to-call investment that paid off in 

April, Novelis was a short maturity bank debt investment that paid off in 

June, and EP Energy was a yield-to-call investment that paid off in June 

as well. All three bonds performed in line with expectations. The table in 

the middle of the page shows the realized returns on these bonds. 

  We owned Zayo for half a year and realized a 2.5% holding period 

return which equates to a 5.5% annualized return. We owned Novelis for 

about 4.5 months and realized a 1.7% holding period return, which 

equates to a 4.4% annualized return. Lastly we owned EP Energy for 

about 11 months and realized a 3.8% holding period return, which equates 

to about a 4.8% annualized return. 

  And finally in addition to those bonds that were paid off, we sold 

existing bank debt positions. As part of our investment process, we closely 

monitor our holdings and frequently review whether investments should 

remain in the portfolio. When we evaluated our holdings and the prices at 

which they were trading, we determined that we no longer owned a couple 

of our bank debt positions at a yield that compensated us for the credit 

risk. As such, we decided to sell those positions. 
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  Now let’s turn it over to Ryan Leggio, who will provide an update on 

a topic we discussed last quarter. 

Ryan: Thanks, Abhi. And we actually received a question during Abhi and Tom’s 

prepared remarks, which is hopefully going to be answered over the next 

few slides. And that question is: what benchmark would you compare your 

Fund to now that your duration has been much lower for some time than 

the Barclays Aggregate, which I believe your reports compare to, but this 

is much more over the longer term? And so the questioner is correct. The 

Fund’s official benchmark index is the Barclays Aggregate, and that is 

intended as a long-term benchmark over multiple interest rate and credit 

cycles but over the shorter term one-, three-, and five-years, I hope the 

next few slides will help as investors think about our performance. 

  So turning to performance, while we like to focus on long-term 

performance, we know many investors are interested in how we perform 

more recently. As we’ve mentioned on previous webcasts and letters, the 

last few years have been challenging, given low starting yields and 

modest-to-tight credit spreads. The chart on this page really proves this 

point. For the sake of simplicity, we used the last three calendar returns. 

The chart shows how various indices would have done under our stress 

test, which is simply the projected return if interest rates rise one 
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percentage point over a year. If you focus your attention on the far left of 

the chart where it says 2012, the negative 41 basis points in blue at the 

top means: if rates had risen 100 basis points in 2012, the 1–3 Year Index 

would’ve returned about a negative 41 basis points. The formula for the 

returns is on the top. 

  The reason all of these numbers are negative is simply because the 

average income one would’ve received during each year was less than the 

duration or interest rate risk of each index. As you can see, even short-

dated indices like the 1-3 Year or 3–5 Year Index would’ve produced a 

negative total return had rates risen. The Barclays Aggregate Index was 

even more exposed to rising interest rates, given it has a duration of about 

five years. 

  Now specifically to the question, we show this date because we 

think one appropriate way to think about the Fund’s performance is to 

consider it alongside a passive index-based alternative that performs the 

best under our stress test. As long-term shareholders know, we are 

continually stress testing the portfolio to position it to achieve a positive 

total return should interest rates rise by 100 basis points or one 

percentage point over a 12-month period, which we call the stress test. 
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  Over the last three years, the broad-based index that would’ve 

performed the best though still producing a slightly negative return under 

that same stress test at the beginning each calendar year would’ve been 

the Barclays Aggregate 1–3 Year Index. Basically if an investor wanted to 

invest in an index-based alternative that would’ve performed well under 

our stress test, during the last three years, that investor would’ve invested 

in a vehicle that tracked that index. So at the bottom, over the last three 

years, through June 30th, FPA New Income has returned 1.34% 

annualized net of fees versus 0.95% annualized gross of fees for the 

Barclays Aggregate 1–3 Year Index. 

  Now our risk adjusted results, which we focus on, were even more 

compelling. Over the last three years the Fund took on about 20% less 

interest rate risk as measured by duration. To earn our fees we believe we 

must outpace a cheap, passive index-based alternative on a risk-adjusted 

basis. Now importantly, this won’t always be the Barclays U.S. Aggregate 

1–3 Year Index as interest rates rise and fall in the future. An advantage to 

investing alongside is that, as interest rates and credit spreads move up 

and down, we will reposition the portfolio accordingly, as Abhi was just 

mentioning, to take advantage of what we believe are the best risk-

adjusted opportunities. 
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  So where are we today? Well, not much has changed over the past 

three years. Yields are still low, and credit spreads are still modest. An 

investor in something that tracks the 1–3 Year Index is looking at pretty 

dismal returns. If yields don’t move, the investor will get approximately the 

yield-to-worst or about 95 basis points. If rates were to rise 1%, that 

investor is looking at negative returns. And let’s go through the math really 

quickly. Take the current yield of 95 basis points and a year from now, if 

rates rise 1%, the Index would yield about 1.95%. So over the course of 

the year, the investor would get an average yield of about 1.45%. And 

assuming the duration of the Index doesn’t move, that investor would be 

looking at a capital loss of about 1.89% over the duration, and this 

equates to a total loss over the year of 44 basis points, which is what’s 

highlighted in yellow. 

  It’s tough sledding out there but, as you can see on the table, we 

believe we are very well positioned if rates rise or stay flat. Looking closely 

at the table at the yield-to-worst to duration calculation, New Income is 

getting almost four times the yield-to-worst per unit of duration risk 

assume as compared to the 1–3 Year Index and as a yield-to-worst of 

2.26%—more than twice that of the 1–3 Year Index. So hopefully that 

answers the question. 
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  I think also importantly going forward, we will probably be talking 

about the 1–3 Year Index because it would take approximately a one 

percentage point rise in yield for the 3–5 Year Index if you do the quick 

math… of it to have a similar stress test result. So clearly yields are going 

to need to rise significantly on the 3–5 year portion of the curve for that to 

be competitive on a risk-adjusted basis to the 1–3 Year Index. 

  While a 2.26% yield-to-worst may not sound that exciting, in the 

context of current inflation environment, it’s not that bad. This chart shows 

training 12-month inflation, which has been hovering around 0% over the 

past few months, thanks in large part to the decline in commodity prices. 

  And with that, I will pass it back over to Tom. 

Tom: Thank you, Ryan. We’ve been collecting some questions. If you tend to 

have any, please type them in, and we’ll get to them as quickly as we can. 

We’ve had some people who were diligent—sent us questions early. So 

the first one on that list I’m going to turn over to Abhi to answer. 

Abhi: Thanks, Tom. So question that was submitted beforehand was: how has 

the auto ABS market, given lighter issuance relative to last year, been 

received by buyers? Is there much of a secondary market there? So I 

would say that the auto ABS market continues to be strong. Pricing was 

perhaps a tad cheaper in the second quarter, but that was true across the 
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board—not only in auto ABS, but in the rest of the market as well. And that 

goes to the comment that we were making earlier in the webcast where 

we were able to deploy capital at slightly higher yields in our auto ABS 

holdings. The secondary market continues to be very robust in the sense 

that there is a tremendous amount of demand out there. There is a 

tremendous amount of liquidity. And at least in our holdings, we have to 

date never experienced an issue trying to sell any of our asset-backed 

holdings. We typically have been able to get at multiple bids. 

Tom: Okay, thanks. All right, I’ll go ahead and go through a couple of the others 

that have come in earlier and then get to the ones… give people a chance 

to continue to type in for us for the ones that are coming in from the call. 

The first one to go through is: given the current environment, how much 

higher would yields have to be before you would be enticed—like to be 

enticed—to increase duration or to buy longer-term maturities? Or to put it 

another way, if the ten-year Treasury was at 4% and spreads were similar, 

how much more duration would you want in the portfolio, and how would 

your sector allocation change? 

  So lots of things to the question. It’s a good question as far as we 

think about this as well as sort of as you project out and where you think 

things might be and where opportunities might lie. So do to that, we’ll sit 
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down, and we’ll look at the Treasury market itself. And then from there we 

can start to build from the Treasury market do we want to own things that 

have spread because of credit or spread because of prepayment risk. 

  So as an example, today two years about a 66 basis point yield, if it 

was to go up 100 basis points in a 12-month period, you’re going to have 

a negative return. So if you sit down and start to do that calculation as to, 

well, what yield would it have to be to pass, so to speak—that stress 

test—roughly if the two-year Treasury was a little over 1%... sort of a 1.05 

to a 1.10 yield, it would pass. So it needs to go up by only about 40 basis 

points and you could get interested in a two-year Treasury or maybe 

things that are priced against it. For the three-year, it would have to be 

1.95 instead of the 1.02 that it is today. For the four-year, a four-year 

Treasury need to be 2.80 instead of a 1.38. So it would need to be up 142 

basis points. The five-year would have to go from a 1.59 to a 3.75. You’ll 

notice all of a sudden that the numbers are getting much larger. That’s 

216. And the seven-year would have to go from a 1.98 to a 5.35. Now it’d 

have to go up 335 basis points to pass that test. You’d asked about the 

ten-year. Tell year’s about 2.25 right now. It needs to be somewhere 

between 6.25 and 6.50 to pass that test. So it might be awhile before we 

find the ten-year an interesting place. 
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  That said, if the three-year ends up close to 2.00 at sort of 1.95 or 

2.00 and the four-year looks more like 2.80—not tremendous movements 

from here; sort of 100, 140 kind of basis point moves—we could find some 

things in the three-to-four-year area that would be of interest to us. Maybe 

it’s a Treasury; maybe it’s something else. So I can’t say that necessarily 

that’s going to make a duration of the portfolio go from its 1.44 to X, but 

could that mean that it’s maybe to 2.00, maybe to 2.25. It depends on 

what’s out there at the time. But the point being is you see that kind of 

Treasury movement, you should expect to see the duration of the portfolio 

start to go up as well. 

  Now depending on how that impacts sectors and how that impacts 

individual holdings and how that impacts the market in general is going to 

tell us, well, are these sectors going to move around or not. And that we 

won’t know till we get there. But the point is it doesn’t take a whole lot and 

we could start to have a longer duration in this portfolio as long as we 

could continue to find names in there that compensate us for the risk that 

we’ve taken—whether it’s the duration risk or whether it’s the credit risk. 

  Sort of a related question that came in that I also found very 

interesting from an investor: Do you have a view on what normal fed funds 

rate and ten-year Treasury yields should be versus the historic level given 
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the outlook for population growth and productivity growth? Well, it’s a little 

tough for us just sitting in a short period of time and connect the 

population growth and the productivity growth. But I can give you this sort 

of answer to look at as you sit down and try to sort of construct a world of 

where things look more normal and what you might want to look at and 

think through. 

  If I look at the last 30 years of history, a fed funds rate has a 

median 100 basis point or one percentage point yield greater than CPI. If I 

look at the ten-year Treasury, it’s got about 285 basis points or 2.85% 

greater than CPI. So now you just sit down and think to yourself, okay, I’ll 

just construct a matrix of CPI. Do I think it’s zero, one, two, three, and then 

I can start to construct a matrix of, oh, this is what fed funds should look 

like if it was sort of a median yield versus that CPI and a ten-year. And 

then could form there start to construct and look at credit, mortgages. 

Then I could sort of start to think about, well do I think… how fast the 

population growing, what do I think GDPs going to look like. All those sorts 

of issues you could start to sit down and have a constructive discussion 

about. 

  So just to pick one, the Fed seems to think that 2% is a really good 

inflation number. Well, if they’re right with 2% as that sort of place they 
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want to be, then that means the fed funds rate should be 3.00 and the ten-

year should be about 4.85—far different from where we are today. But you 

could go through that sort of exercise and start to figure out and construct 

for yourself a world and say, okay, this is where things tend to sort of more 

need to be. 

  And that’s sort of leads me to somewhat the next question that we 

had that came in earlier. Seems like there’s a theme from these people. 

They must have talked to each other. What will be the biggest impact on 

the Fund when the Fed begins hiking interest rates? How will you position 

the portfolio for that occurrence? 

  Well, as to the previous person’s questions, we’ve constructed this 

matrix and started to look at, okay, we use 2.00 and I ended up with a 3% 

fed funds rate and what might the ten-year be? And we could then 

construct that, and we stress test the portfolio. So then we can construct 

the portfolio to deal with that environment. And as we’ve talked about in 

this presentation and others, that’s one of the primary reasons you see 

this systematic return of principal… is that’s how we think is the best way 

to deal with the fed funds rates hiking and how it’s going to impact the 

fixed income markets… is to have liquidity in front of us, have cash ready 

to invest when the opportunity lies. We’ve got an objective to get a 12-
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month return that’s at least positive after fees. So we construct the 

portfolio. We look at scenarios of rising rates. We’ve looked at it… a 

parallel shift in interest rates right now. You can do somewhere in the 150, 

200 basis point increase in rates, and this portfolio will probably eke out 

still something at reasonably looks like a positive return. It may be real 

small, but it could be a positive return in that range. 

  So that sort of covers the questions that came in before the call. I’m 

going to start off with an early question in here that came in. The question 

was talking about… do you see any value in floating rate bonds for New 

Income Fund? And the answer is: yes, at times we do. It’s not a blanket, 

oh, let’s all go own floating rate. But if we look at whether it’s the CMBS, 

whether it’s the asset-backs, whether it’s looking at bank debt, we put all 

that together… about 9% of the portfolio is in some sort of floating 

instrument. So we have found at times value in it. We usually find it value 

because we found value something else within that bond. Either it’s 

attractive form a credit perspective or it’s attractive from its spread versus 

whatever index it’s going against when it floats, and we thought that it was 

attractive from that aspect as well in the fundamental analysis we did in 

being a floating rate aspect. 



Q2 2015 FPA New Income Conference Call  
 
 
 

 
 

-35- 
 

 

Abhi: And, Tom, I’ll just add one thing. I think one of the challenges in this 

market is that the floating rate trade, if you will, has been pretty popular.  

One of the challenges is that it’s hard to find bonds where you actually are 

getting the value of the floater. So one common idea that people suggest 

is that you buy leveraged loans because they have floating rate coupons 

and so you’re getting some floater benefit that way. That’s true, but most 

leveraged loans typically have an interest rate floor on them that is well 

above where the current LIBOR rate is. So you need a lot of LIBOR rate 

movement before that floater starts to have any value to you. 

  Another common source of ostensibly floating rate exposure is in 

the CMBS market, with these single borrower bonds that get issued. Again 

there’s a challenge there in that these bonds have extension features on 

them, and various callability features whereby you’re really not getting the 

floating rate exposure that you signed up to. In other words, the bond’s 

going to get called right when you want to have rates going higher on you. 

  So to get the true floating rates exposure, it’s difficult. We definitely 

keep an eye out for those opportunities, but they’re a challenge to find. 

Ryan  I’m going to start going through questions. We received a number 

of those. I think the first one, which hopefully is pretty straightforward is: in 
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this environment, do you see the turnover rate of the portfolio going up, 

down, or staying about the same, and why? 

Tom: Okay, so if we look at the end of the quarter and we go back and look at 

the last 12 months and then calculate that turnover rate, it was about 70, 

73%. If we had done that in March—we did that—it was about 97%. 

Looking at the portfolio, looking at how it sort of rolls off from its maturities 

or rolls off from calls, rolls off from principal amortization, unless we see a 

huge change in interest rates, it’s going to tend to sit around at sort of 1.4-, 

1.5-year duration, two-year average life, and that component of turnover is 

just going to continue. It’s not going to get more; it’s not going to get less. 

Some of the things that Abhi talked about where we look at holdings we 

have that, because they’ve almost gotten to maturity or there are just price 

changes, the yields just aren’t attractive anymore, we periodically see that. 

So I kind of see that to continue as well. And that leads me to think, if I 

look at the turnover rate that I should expect going forward, yeah, it’s 

probably not unreasonable to think you might be in a range of 70–100% 

unless there’s some dramatic change that goes on in the marketplace that 

I don’t see a reason near term where I see much of a change. 

Ryan: And a related question to that is: roughly what percentage of the bonds in 

the portfolio does the team hold to maturity? 
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Tom: Tough to say. The vast majority… because I think of how much… when 

we buy something… Let’s talk about this. When we buy something, our 

intention at this point… we’re going to own it until it matures unless either 

it gets wildly overpriced or there’s some fundamental change and the 

negatives, okay, we need to exit. As long as it’s performing the way we 

thought it was to perform, we’re going to own it till it matures. We’ve not 

really sat and calculated in exact percentages. I think we’ve given an 

example in here when we talk about about 27 million in bank debt during 

the quarter was sold because it just… we were reevaluate it and said, 

look, this isn’t working the way we thought it was going to work. You had a 

$120-something million that we found, okay, we sold those before they 

matured. 

Abhi: Yeah, that’s right. The vast majority of our holdings, we do hold to 

maturity. The turnover numbers that Tom cited earlier are not the result of 

trading in and out of positions, but rather maturity and amortization of 

existing holdings. 

   And really the question I think is more interesting because the full 

question asked: what percentage of bonds are held to maturity that’s 

avoiding interest rate risk? And I think the answer to that question 

provides a lot of insight into our investment process, which is that we 
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aren’t trying to generate returns for our shareholders by trading around 

positions and trying to capture an extra fraction of a dollar price here and 

there. 

  While we do encourage our investors to think long term like we do 

and encourage them to be long-term investors in the Fund, we definitely 

keep an eye on interest rate risk in our holdings because, to the extent 

that you need your capital before these bonds mature, then the interest 

rate risk becomes a really relevant measure for you. You want to make 

sure that, at the time that you need your capital back, that the full value of 

your capital is there, which is why, as Tom discussed in quite a bit of detail 

on this webcast, we pay a tremendous amount of attention to duration risk 

and how much of a rate rise are holdings can withstand. 

  And the other element of that is that we always want to be in a 

position to opportunistically invest in attractive investments that may 

appear, and that could occur as spreads widen out as interest rates 

increase. And in order to do that and to do that successfully it’s very 

helpful to be able to sell holdings at a positive overall return and then 

invest those proceeds in more attractive investment opportunities. And so 

paying attention to duration risk and interest rate sensitivity also helps us 

meet that goal. 
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Ryan: Great. We received another question I think in regards to the simplified 

stress test scenarios that we had up earlier, and that is: why does the 

duration stay constant in your stress test? And my pushback on this is that 

your spread risk is considerably higher than the Aggregate Index. Before I 

turn it over to Tom and Abhi, I’ll say we have the simplified version of our 

stress test for compliance reasons. Clearly the team is thinking about 

spread risk and has a more detailed stress test model, and I’ll let them talk 

about that. 

Tom: Okay, so thanks, Ryan. So the first one is you are just going, okay, I’m 

going to… when we do this test, the first thing that we’re going to sit down 

and we do is, all right, I’ve got my portfolio. We’ve got this thing 

constructed. If we do nothing to it, we make no reactions to the 

marketplace and things go against us, are we okay? So that’s why you 

sort of freeze it, run your analysis… why the duration stays constant in this 

case. And the first thing that you want to do is you sit down and go, okay, 

I’m just going to use duration. I’m just going to use yield. I’m going to 

figure out what’s the interest rate sensitivity of this portfolio. Once you’ve 

established an understand what that is, the next thing, is go, okay, now I’m 

going to take that stress test, and I’m going to further refine it and get 

more detail to it. And I’m going to sit down and go, hmm, what if I took the 
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spreads out by one standard deviation of what they’ve been the last ten 

years or five years. Run that thing again; see what starts to not work. 

Maybe you’ll move them two standard deviations. You start moving 

around your spread to figure out, okay, when do things start to fall apart, 

when do things start not to work. You figure out, okay, how much 

problems can I take with this security before I have to do something about 

it for whatever reasons that’s caused its spread. I don’t know why the 

spread went out. Maybe it’s fundamentally performing poorly; maybe just 

the market isn’t good. It’s just you’re doing that in general. 

  When you think about things that are mortgages and especially… 

doesn’t really happen in the asset backs because they just sort of 

amortize based off of a schedule of what that loan’s being paid back. As 

you move yield around, your mortgage prepayment speeds will move 

around as well. You raise rates, those prepayment speeds are going to 

slow. The model knows how to go to that. So that’s one of the things that 

we’ve looked at. And we’ve talked somewhat about it as we’ve looked at 

price and we’ve looked at yield and we’ve looked at return on our 

mortgage holdings. And what we found is that you run the stress test, the 

speeds would slow, the average life would increase, the performance of 

the bonds wouldn’t be too terribly good. And you’ve actually seen us 
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decrease our mortgage holdings because the analysis told us we couldn’t 

withstand the slowing prepayment speeds. Couple of years ago about half 

this portfolio was in single family mortgage bonds. Now we’re down to 

about 30% because they tended not to pass the test. 

  And here where you sort of use this basic one to give people a 

sense of what we’re doing, but, yes, to keep in mind we will dig much, 

much deeper. Ryan showed you the portfolio. We run this thing. It’s on 

every holding. Yes, we know what the portfolio is. We’ve got 16 pages on 

every holding behind it. We know when they start to not work. It gives us a 

really great way to think of what’s not working, what is working. Abhi 

talked about things that we sold to things that we bought. Well, how did we 

find those things to buy? Because we sat here and ran stress tests on the 

portfolio, found bonds that did very, very well even with spreads rising and 

rates rising, and went, wow, we should probably own some more of those. 

Could we find them? So it also gives us a way to find investment 

opportunities as well. 

Ryan: Thanks, Tom. Another question we received is: as a follow up on your 

view and discussion about secondary market liquidity, please discuss your 

view about the proliferation of ETFs in the fixed income market. Any 

concerns—liquidity, etc. Please elaborate. 
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Abhi: Sure. So we can answer this one quite quickly. We discussed this in detail 

during our last shareholder letter at the end of the first quarter. So we refer 

our shareholders to that for more insight. But the summary comment is: in 

general we agree with a lot of the commentary from the likes of Carl Icahn 

and Howard Marks, which is that these fixed income ETFs seem to offer 

illusory liquidity. And we view there being a big disconnect between the 

liquidity that the ETFs claim to offer and the liquidity on the underlying 

instruments. 

Ryan: Thanks, Abhi. We’ve got a couple more minutes left for a question. 

There’s one question: from top-down view, would you rather be tilted more 

towards duration or credit? I guess that’s a question in terms of where the 

team’s seen more risk generally speaking in the market. 

Tom: Okay, so when you look at how we divided the portfolio up, we divided it 

up double-A and above, single-A and below. So when you look at the 

double-A and above and you look at that cohort of bonds that you look 

at—whether they’re asset backs or they’re commercial mortgage backs or 

their single family mortgage backs—what you’ll found in there is as we’ve 

gone along this zero interest rate policy longer and longer, and as the 

general level of interest rates—whether it’s credit interest rates or just 

Treasuries or anything else—has continued to sink, that it’s more difficult 
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to find opportunities in that double-A bucket where you can take very 

much interest rate risk at all. It squeezed you down fairly hard as far as the 

yields you can receive. 

  So we’ve looked at that and realized, okay, I can’t take a lot of 

duration risk there. It’s really one of the prime drivers of why you see the 

portfolio have a duration of a 1.44 years. So then you look over at credit, 

and you go, can I be opportunistic over there? Can I find opportunities? 

And the answer so far goes, yes, we have been able to. The Corporate 

Credit Team of Joe Choi and Prakash, they sat down; they found some 

names for us. We’ve got somewhere around… where we found some 

bank debt names, we found some callable high-yield names that make 

sense to us. On the structured product side, we’ve talked a lot about 

nonperforming residential loan securitizations. Those are nonrated issues 

that tend to be very short in maturity, but for the yield you’re getting for the 

kind of risk you’re taking they’re very attractive. So we do find pockets of 

opportunity in the credit side. 

  Having said that, the pockets of opportunity tend to be… they really 

do tend to be things that are five years and less to maturity; lots of things 

that are two and three years to maturity, which sort of then leads you back 

to, yeah, the duration risk you’re very concerned about. 
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Ryan: Thanks, Tom. Another question we had—and, Abhi, I think this goes to the 

section on sector allocation—is: you’re two highest sectors on your pie 

chart have grown. And maybe we can flip back to that slide for everyone 

to reference. Why are these areas giving you better projected returns, and 

is there any concentration risks? 

Abhi: So the two largest areas that show up are the asset backs and residential 

mortgage-backed securities. So regarding concentration risk, those pie 

charts are a bit misleading because on the asset-backed side, for 

example, it’s lumping together all of our asset-backed holdings, whereas in 

reality that asset-backed sector is comprised of a number of subsectors 

including autos, equipment, credit cards, and a variety of other things. So 

on the whole, I would say that the largest subcomponents within that have 

stayed relatively constant from quarter to quarter. Some of the smaller 

exposures have increased, which is why you see the overall exposure 

increasing. So specifically our equipment holdings have increased; our 

credit card holdings have increased a bit. I don’t… my personal view is I’m 

not very concerned about the concentration risk. I think that we are pretty 

well diversified both in terms of individual positions that we own and 

individual underlying sectors. 
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  To the question of why we’ve gotten better projected returns there, I 

think the question is asking why have we deployed our marginal dollars 

into that area. And the reason is that, as we look across the universe of 

high-quality bonds—that’s bonds rated double-A and higher—this is where 

we’ve been able to find the most value. And we’re measuring value in the 

sense that we feel like we’re able to buy bonds that protect us from 

duration risk, and we also feel like we’re able to buy bonds where we’re 

insulated from credit risk. 

Ryan: Great. Thanks, Abhi. We have a few additional questions that we haven’t 

gotten to. We promise that we will get back to you after the webcast and 

get those questions answered. We should have the contact information for 

all of you since you registered for the webcast. So we promise, if we 

haven’t gotten to your question, we have those questions in our log, and 

we will get back to you. But we’ve reached the top of the hour. And if there 

are any other additional questions, please feel free to email us 

crm@fpafunds.com, and we promise to get back to you in the next few 

days. 

  Thank you for your participation in today’s second quarter webcast. 

We invite you, your colleagues, and shareholders to listen to the playback 

of this recording and view the presentation slides that will be available on 
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our website within a few days at fpafunds.com. We urge you to visit the 

website for additional information on the Fund, such as complete portfolio 

holdings, historical returns, and after-tax returns. 

  Following today’s webcast, you will have the opportunity to provide 

your feedback and submit any comments or suggestions. We encourage 

you to complete this portion of the webcast. We know your time is 

valuable, and we really appreciate and review all of your comments. 

  Please visit fpafunds.com for future webcast information, including 

replays. We will post the date and time of the prospective calls towards 

the end of each quarter and expect the calls to be held about three to four 

weeks following each quarter’s end. If you did not receive an invitation via 

email for today’s webcast and would like to receive them going forward, 

please email us at crm@fpafunds.com. We hope that our quarterly 

commentaries, webcasts, and special commentaries will continue to keep 

you appropriately informed on the Strategy. 

  We do want to make sure you understand that the views expressed 

on this call are as of today, July 28th, 2015, and are subject to change 

based on market and other conditions. These views may differ from other 

portfolio managers and analysts of the firm as a whole, and are not 

intended to be a forecast of future events, a guarantee of future results, or 
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investment advice. Any mention of individual securities or sectors should 

not be construed as a recommendation to purchase or sell such securities, 

and any information provided is not a sufficient basis upon which to make 

an investment decision. The information provided does not constitute and 

should not be construed as an offer or solicitation with respect to any such 

securities, products, or services discussed. 

  Past performance is not a guarantee of future results. It should not 

be assumed that recommendations made in the future will be profitable or 

will equal the performance of the security examples discussed. Any 

statistics have been obtained from sources believed to be reliable, but 

their accuracy and completeness cannot be guaranteed. 

  You may request a prospectus directly from the Fund’s distributor, 

UMB Distribution Services LLC, or from our website, fpafunds.com. 

Please read the prospectus and the Fund’s policy statement carefully 

before investing. FPA New Income Incorporated is offered by UMB 

Distribution Services LLC. 

  This concludes today’s call. Thank you, and enjoy the rest of your 

day. 

[END FILE] 


